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ms hee already seen, the ses of any service or commodity consumed in oper- 
ns of the current period is regarded as a nominal clement to be closed out 
rofit and Loss. But sometimes all of the services paid for have not been 
tcived or 111 of the commodities purchased for’ use have not been consumed at 
osing date. In this event, the so-called unconsumed ‘portion of the cost 
regarded as a real element: to be shown on the balance sheet and carried over 
) the next accounting period, The real element arising from a situation of 
_kind.is known as.a deferred charge to expense, or as a prepaid expense. 

n examples are found in transactions invol~ing; first, rent, insurance, 
rerest and other items peid in advance: second, supplies for store, office, 
factory. At the close of an accounting period, any unconsumed portion of 

eae is a aoter iat gree to ete and loss. : 


Sas, Gas fall guaran y « within ie Lae on gi-en eee eae BE 
: Gases may arise where the benofit of the cxpenditure may extend into 
eeding fiscal per‘od ev~en though the service contracted for has been — 
ved, In these cases, some consider it equitable to spread the charge over 
eral periods rather than -burden one period for the entire expense. For 
kample, a concern conducts an extensive’ advertising campaign costing several 
ime the amount normally spent on ad-ertising during any fiscal period. The 
efits accruing from this advertising will last for, say, two or three years. 
itable procedure probably would be to charge a proportionate amount of 
advertising cost to expense of the current period ar rd to carry ovor the 
ice , writing it off as expense of succeeding periods, This is pe ort: cularly 
eras nominal accounts are closed Bots. or Suet tary. The point 2s not 
dog: gable tO spread 
: -fnother example ne ense con~ 
oe wath the issuance of ince pam bonds payable, ape Ze tho See monet is 
wed for use over a period of years, it is considered preferable ¢ £0 Pron 
cost of obter ning “the funds ower the same period of years. : 


deferred éhavnee dveian tay: paar expenses, 4 real element, asset, 

ualiy converted into a nominal element, pioiiee: The account used to 
the expenditure regardless of its titse vat first - reor rasonts real val 

later it represents both real and nominal ~alues: finally “atc ie purely © 

I al element. Because we hae no account tities by which to designate nixod 
ts, it follows that the expenditure rust be conceived of originajly either 
expense or as an asset and: SO: mec ondges iG ati SUS ng the books at “the 


nsider whether the proppayment a 
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hand. to. Profit end, ‘Loss as (expense. aR: A eae 


found that approxinately one-third of the fuel purchased: was still on: 


account is considered:real, its balance ‘should. represent the: anount of fu 


to record the prepayment, the Ur inetneeee te SC -the teaneten of th 
element to a new nccounts if an expense account was used to record the p 
the adjustment riscesaitates the transfer of the real element to a new ac 
In either case, the nominai element is closed to Profit “nd™ Loss and th 
element remains on | the books to be shown in the balance ‘sheet as an as 
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2. SuprLiés 3 


Tarbus. commodities, ‘stich as crilonaan ening paper and twine, tubri 
for machinery,.fuél, ete.) may’ he: purchased for use in operating a busi 
The. purchase of” any such itoms will give rise to a deferred | charze to- 
if they are not entirely’ used up at the time the books are closed. .The 
procedure. is to take an inventory of supplies at the end of the. accounti 
period and to, charge, the excess: of: supplies purchased over supplies now. 


Oe 


For example, a business ‘on ‘ObLoboE 15 gurchased x 
pi50..to. be used for heating. When the books were. TWiaped bevsnher Si it ¥ 


The fuel consumed & 100 ) represents an exponse ‘chargeable to Profit: and - 
for the current period’ while the +alue: of. fuel on hand (%50) is a deferr 


charge to be CO a eMac, into: expense as it is used during ae next accoun 
_ period. mi * 
Method 1 
Assune that the bookkeeper made the following entry when’ the fuel’ was pur 
: ‘..° Oebober 15 Py saDRe 
UTEP TIS VRE | uA eka a NS acer ~150.00 
ay uit Cash Be A Wettee eA ast epa es an : 
ae ‘Weod..and cod] purchased: for poy atS) ids 
per invoice ofseX. Vez. ite eae Me? 


Pee 1% Pais rane ae et ht . 
First, it is necessary. to annie whether the: Reds Macuune is. an: expense a 
or an asset account, The title "Fuel," does not indicate which ae intended 
and it probably would be advisable to add the word “In-entory't or ' Expens' Oe 
the title*in. order that. it be clear on this point...Since the: account: or: 
ally represents an asset: value’, Let .us' make the: Aditile. “Fuel - inventory" 
consider it an asset ‘acmunt. What is the adjusting: entry at December 31. 


separate ' ‘this: mixed account! into’ its real and: nominal elements? ..Since. 


hand, and the non Bee befell sigs) hone adam ‘be -trensferred to a new 
account: neater Ue uP AY Ce pee Sec AE TRS yh a 10 RR acca 
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Text No, g 
ete ae December 31 Di Cri 
Fuel Expense 3 ~100, 00 | er 
Fuel Inventory pLOO, OO 
To remove the expense element from | 
the Fuel Inventory account balance 
at December 31, 19--. 
The ledger accounts affected would appear as follows: 
Fuel Inventory | uh itera Gh ere Os sex DOL Be. i. 
Mero i. 50." 3 Dage (3L, S100 Dec, 31 “Used 100 : Dec, 31: PRL i, 100 
| Te Baeice 2" 50 | : . ea ae ti 
On hend S500 : 


ine huel Inventory account before the adjusting entry was posted was a mixed 
account, Now it stands with a debit balance of $50 representing an asset value. 
It remains. open after the Books are closed and will appear on the balance sheet 
with other assets. This account in the next per ‘od will .zpecome a mixed account 
again.as soon as. some fuel has been consumed end will have to be adjusted at 

the close of the period, The Fuel Expense account is closed out ie) Profit and 
Loss for the current period, 


Method II 


Using the same facts as a basis for illustration, assume that the account used 
originally to record the expenditure for fuel is nominal, thot is "Fuel Expense." 
What is the adjusting entry December 31? Since the account used in the entry _ 
October 15 is considered nominal, its balance should be the expense iten fue ke 
used, and the real element of fuel on hand should be transferred to a. new 
account: Fey Fe ; | 


Rae December 31 Dr: Ot. 
Fuel wie fae RYN ‘itt 5 ; ‘950.00 
To transfer the fuel on hand from” . 
the Fuel Expense account. 


After posting the adjusting entry, the accounts affected will show ‘thé follow- 
ing: ie ‘ : 
aa Fuel B uel_Expense, ie ae a tiga Cees Nok Fuel cients 
Bet. Lb 150" 3 Dec. 31 Ine. 2950... / era oe On Hand #902. 


° 
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The effect of this adjusting entry is to transfer the real clement to the Fuel 
Inventory account, leaving a balance. of $100 in. the. Fuel BAERS account that can 
be closed out to Profit and Loss. 
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Expense, during the period. 3 Bis 


‘Under Method 1 this reversal was not required because all puncuaeees of fuel 
debited to the Fuel Inventory pate and the nominal account Fuel Expense © 


out to Profit and Leo. il ta. Doe rere oa 


At the beginning of the next fiscal period, ‘the Fuel Inventory account 
debit balance of $50, This should be transferred to the Fuel Expense tia! 
reversal entry as follows: . . 


PRRUAY YH Lie ciua'k bane ae Reni 
Fuel Expense . Es ae Oe OO : 
Fuel Inventory oa $50,000 — 

To reverse the adjusting entry thus 4 ie 
reopening the expense aeeaiaats 


The reason for making this reversal entry may not be at first apparent. 
assume that additional fuel is purchased during the month of January, and t 
the usual entry is made to record the purchase of fuel: 


Fuel Expense > Pra th | x - 
Cash | ssl | 7 


if the reversal were not entered, there wou 11d be two aes open on the boo 
for the same item; that is, Fuel Inventory and Fuel Expense. In order to keep 
the accounts consistent and to axroid: the presence of two accounts of similar 
nature on the books at the close of the new period, the reversal entry .is ne 
sary. The effect is to keep all data pertaining to fuel in one eccount, Fu 


appeared on the books only as a result of adjustment and was immediately cl 


Under Method 11 the. eeeuncs would appear as follows after posting the reve 
entry: wee } 


Fuel Expense | ____ Fuel In-en ntory 
: Dec. 31 Inv, § 50 Dee, 31 On ha 1 hard $50 : Jan 1 


! : Dec. 31 P& "100 
Jan, 1 % 50 


3. PREPAID EXPENSES . 


Deferred charges to expense may result, also, from transactions involving th 
Chase of services. The purchase of an instance: policy is a typical examp 
most instances insurance is paid for in advance, The premium paid represe 
purchase of service in the form of insurance. protection, As tine goes on 
service contracted for is received, the amount of the a ats is BAe a 
-erted into an expense. 

As in the case of supplies, the simi of insurance premium paid may be. s 
either as an asset or as anaxpense, In other words, some bookkeepers cha 


paid to ee Insurance aepenen account; knee charge an asset account, 
‘ For example, on January 2, 1945, a premium of 990-is paid on 
ear ‘fire insurance peered ‘How Wier ‘this be eee in Cate bocks? - 


Eid oy Be ts January 2, 1945 

_ Prepaid Insurance : 

eae ) | | yet 
Premium for fire insurance for three years, 
PRE Ene January 2, isd | 


as na expendi ture is ehapasat to an asset account origincelly, the ex-+ — 
lement must be transferred to a nominal saneaaule at the close cf, cach 


ae pip eines December 31,.1945 
Brae ric Expired 
Prepaid Insurance ee 
To remove the expense elenent from 
ne hand pecer, for ane year, eae 
ce Rote’ oe atance is then rormesa “bo , thro Profit and Loss 
eae the $60 -bala ance of Prepaid Insurance spocars on.the balance sheet. 
additional insurence premiums paid will be charged to the- Prepaid 
= acraunt, no. | Reversal eid is snadabina nencek Be The co eens 


_Pre baa Gr sipanee esi nit rie Recetas ce! axvired «wee 


Belt #20 , ES 31-45 q 230° ie ie $30 12- 31-45 P&L 220 


° 
. 
° 
° 


: ' January 2, 1945 
‘Insurance (expense) ’ | 

“Cash | MRD nee aoe aati A aCe en tee 
“Pire. insurance premiun: for three years,: 
ene Rea ay ie tiacal  aicchalte a cee aa 


S rene: Kexnendanane: ander! ‘this. procedure : is tee to a Japucnale ‘account | 
we the: ie element mus be transferred at the close of the ScCOnn a 


pe tedy fae ca December: 2, 1945. 

-Propaid - Insurance % mr hs 

ms 7 PMSUT AGO IE Rh Se) ATR ER 
To. ‘transfor. ‘the asst! elenont. fron the: 


The balance of $30. in the Insurance account i 
the Prepaid Insurance account renains open, capeeierne on ie Saianee st 
much as a nominal account is used to record expenditures for insurance, t. 
justing entry is subject to reversal at the beginning of the next period: 


January 1, 1946 


de Be 5 
Insurance . Ah OO4 00: 560.00 
Prepaid Insurance we e 0,0 
To reopen the insurance expense account. Et paps 


The reversal entry is required because any subsequent payments for insurance 
should be charged to the Insurance Account, and the possibility of heving 
like accounts open on the books during the "period should be avoided. Th a 


accounts appear as follows: 


___Insurance, _ MNEs el: | Prepaid _.nsurance 
1-2-45 390 i-1-46 


"42-31-45 Ppd. 360° "12-31-25 co 
12-31-45 P&L —_30 at ge aie 


Ger 


es 28 «9 
0d 00 29° 


teias6 S60 


Be tice ‘Tf eens are: sehakeed to an expense , account ie the, ie Se. a3 prep 
any asset element remsining at the close of the period should be See 
proper adjusting entry, and the expense s¢ecount should be ‘reopened at the 
ning of the next accounting period by reversal. ease on tua are “ohare 


period and closed to Profit and Loss account. 


In the REA accounting procedure, prepaynenis of expense are ordinarily c 
the asset account, end the nominal element is transferr ay to the Oe 
monthly even though the books are closed but once a year 


a LONG-TERM DEFER eee CHARGES 


interest, rent, unexpired insurance, Pies thet these itens becone hinds 
expense wernt a relntively short period of time. Further, these. are ora: 
recurring expenses of business operations. Prepaid éxpenses also'n : 
izable value if the SUR a cet are not used or the services are not x 

agreed, . if 


in contrast to prepaid expenses, there are long-term deferred charges, 
deferred advertising, bond issuance expense, organization and dncel oo exp 
ses and so forth, These have little or no réal asset value and we deferred 
mainly to distribute the charze to expense over a number of accounting peri 
‘As an illustration, assume that a business is borrowing “100,000 for a ten-yea 
period by the issuance of mortgage bonds payable ,’ and* in connection with 
transaction incurs legal fees and other expenses anounting $0 Sk, 500 
advisable to charge this expenditure against the income of a single period’ 


iy 


DEFERRED CHARGES AND _CR eee 
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Text Ho. 8 


Since the money. is borrowed for use over a period of ten years, the accepted 
procedure is to charge. off 9150 a year to expense and to carry the balance as 
a deferred charge, 


In accounting for long-term deferred charges, the same principles apply as in 
the case of. prepaid experises. However, there is a tendency to consider. these 
expenditures as deferred charges Greed | in the original entry. Therefcre, the 
bated entry would be.to remove the nortinal or expense element from the | 
account. Entries in the example given would be: 


“Deferred Mortgage Expense in 1, 500 
Gash) sir: anes ‘@l, 200 
To réecord legal and other expenses paid : 
for issuance of ten-year mortgage bonds. 


| (End of Year) ee 

lorteage Issuance Expense : % 150° 

-. Deferred iMortgage Expense itn iy ed eG, 
-To write. off proportionate anount of a | 
mortgage bonds issuance expense. 


Pc, of the second .type would be made at the close of each year until the 
entire $1,500 had been charged to Profit and vege _ These. expenses may be con- 
sidered as pert of the cost of borrowing ine noney, alone with interest paid. 
Of course, it is possible to charze 2 noninal psa for the original expen- 
diture and set up the deferred charge remaining at the end of each year, 
reopening the expense account by reversal of the ad Just: ng entry. 


5. MREATENNT_OF_DBFEKEGD_oisp:n5 70 INCOM: 


A deferred credit. is just the opposite e of. ad eferred eharge, \-A deferred: credit 
is a liability that = gradually being con--erted into. . income .on the basis. of: 
services rendered or lapse cf tine, whiie 4 deferred charge is an asset item 
that is gradually being absorbed in expense on the basis of services, benefits 
received’ or time elapsed. ig? may be that a deferred charge on the books of one 
party to a given. transaction is a deferred credit on the bocks of the other 
party. For example, suppose a bank discounts a customer's ‘35,000 non-interest 
bearing note for three’ nionths at 6% on hag ae ea L,.. The discount would be 275. 
Study this tra wnsaction in the viewpoint f the customer whose books Ans ciae 
closed at December 31; it: apparent thee one onethird of the service con- 
tracted for has been Sale: Therefore, the ‘amount debited to expense 

should be’1/3 of $75 or $25, leaving’ #550 to": be carried over to the next year. — 
as a deferred charge or asset. Now, Tet us view ‘the sane transaction as. it, 
relates to the books of the ‘bank; » if Ate: records are closed December : 31, is 

it not clear that only one month's use of the borrowed Hig has been de- 
livered? Hence the amount credited to income should be 33 25, Leaving (50 
unearned which cannot be considered incone until the sucec ceding period. TOos ae 
unearned ‘ifcone | is a hati? kind of diability. - Inasmuch .as this will be. 


A. ACCOUNTING TREATMENT OF DEFERRED CREDITS 


eccount,: a nay Se ae ape * 


converted into income by ¢ services “rendered in the or period, it is cal: 
deferred credit to income and is so shown on the balance sheet at the ond | 


current year. 


Froth what has beer: said, the reader will alee tind tha at whenever Bi. e 
services is collected in advance--such services to be rendered partly in + 
current period and partly in the next period--a deferred credit adjustment wil 
be necessary when the books are closed. Common exanples include ‘interes st, ret 
Tees, etc., which are collected in advance. In addition to deferred credits 
become incone merely with the lapse of time, there are items which are earned 
upon the delivery of, goods, such as subscriptions ROL Crae in advance by ne 

paper and magazine publishers. | 
Deferred credits are known as deferred liabilitics. The a vee 


rid 


is the liability involved we an item Of ahs kind? The Ladility & 


cordance with the terms of he ani Pact spilt the buyer. if nae) eee ee 
not fulfilled, the buyer may, through legal proceedings, obtein a judgment : 
against the seller, Inasmuch as a judgnent is a true liability and since i 
changes the form but not the inherent nature of the origin nol claim,- 2% ns: 
obvious that the two items are essentially the same, hen, what is the di 
ree 


=e | 


Ky . 
tinction between a true liability and a deferred liabi rt Noi rnolly sees 
mer is discharged by the paynent of cea while the latter is canceled by ° 
rendering of services or the delivery ae Re ass Te vlting in cred: 
incone. a tee tT car eae gr ae 


The accounting procedure for deferred charges and deferred credits involves. 
essentially the same principle. The only material difference is that one de | 
witha liability which is gradually being transformed into income, while the ne 
eae ccats Wee an asset Which is graduaily being reduced to an expense. Be 


In. Poeord ing any advance mereeetaen creating a a eeriad credit, the amount go 
lected must be originally considered either as a liability or as an incone it 
and set up on the books accordingly. In adjusting the bocks'at the close of 
accounting period, the adjusting Are will depend upon the bookkeeper's view- 
point. If ‘a lability Bee oun is used to record the collection, an adjustin 
entry is necessary to effect the transfer of the nominal or income element to 
@ new account, leaving the tie lance of the liability in the original account, 
If an income account is used originally, the adjustment transfers.the real 
liability element to a new account, and the. noninal or income balance of th 
old account is closed to Profit and Loss. ‘in. the latter case, a reversal « 
will ‘be necessary at the beginning of the following period to. reopen the in 


i ormasaaaaind let oe sen staan tet ha allgcte in sacred bir a nagaz: 
pudlisher. During the year, a total of %100,000 is collected in advance for 2 
one-year subscriptions and » three-year subscriptions. The books are closed | 
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Text No. 8 
December 31 at which time it is detained that the snount of. subscriptions in 
adwance total 335,000, What would the journal entries be under the alternative 
procedure? a aN ly 


If a real or liability account is used to record the credit offsotbing cash col- 


iections, the. Ns entry and adjustment would bes 


Cash eset sy oy 100,060 i 
Unearned Subscriptions a : {, 106 , 000 
Sub Pe ee collected in BCS 


‘ecanbsr 31 | 
‘Unearned Supsertptions . 65 C00 
Subscription Incone . | cen es OA ne rae 
paheer tye ons earned for pe year. 


Peta the Seating entry the Unearned Subscriptions ‘account is Ss a Bea ac- 
count, consisting of a linbility and an income element, Now t has a eredit 
balance representing a real saliecethe obligation to deliver magazines paid for 
in advance. The Subdseri iption Income account is purely nominal and will be 
closed to Profit and Loss. 


_ Unearned Subscript ions | 3 Subsoription 1 ie 
Dec, 31 65,000 Collection »100,C000 Dec, 31 P&L 565,000 
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Under the alternative procedure, a nominal account is credited when collections 
are made. The entry and adjustment would be: 


C,sh a ; S100, 0CO 
Sabe¢ription Income’ 7s “$100,000 - 

Subscriptions collected in advance. ea | 

December 31 

Subscription Income 35,000 , 
Unearned Subscriptions | | 35,000" 

Subscriptions paid in advance | ae 

transferred to liability account, 


Agter the adjusting entry is posted, the balance of Subscription Income is ‘pure= 
ly nominal and may be closed to Profit and Loss. The Uneerned Subscriptions 
account renains open and appears on the balance sheet as a deferred. credit ee 
income. At January 1, it is necessary to reopen the rontvat account by revérsal 
of the adjustnent, been ause any subscriptions collected in the new year will be 
credited to Subscription Income. The reversal thus avoids having two mixed / 
accounts on the books at one time: Pitta 


Unearned Subscriptions. 
Subscriptions Income 

ne To transfer advance subscriptions 

ee back to the noninal account, 


By. ; Subscription Income _ Patel Ne ee Seg 


De Dec, 31  +835,000 ; Collected 100,000. Jand  §35,000:: 

mee Dec, 31 P&L 65,000 : i ahead : 

Ate ¢ gan. 1.4 .¢ 35,000) 3 

Bye i: i 
_--~-—«The procedure illustrated for piboeeiatenna eaqeeeed in advance may he a] 
Pa," to other types of transactions cf similar nature, the edjustnent at the 
of the period being determined by the type of account, real or nominal, air 
ie the. original entries for the collections, “ WAR ae 


4 ec the full anon of thea ineome to be Bh ceed is. cbaained 5. 
| ‘ability account, and the earned portion is tra onsferred month a to the | 

Ms or income account, ~ Ms : 
ae ILLUSTRATIVE PROBLEH AND SOLUTION Oe chet 


ae Seuay will now fee mace of the fol Mowine trial Beience representing nee 


in LAs 

Bs. balances of a mercantile concern at the end of the month: 
‘ ae , ‘ 

me ee 3 bi ; Jim Mann 


Trial Balance, 5, June oe ae 


Cash SONG A Suey Ras aes 


Accounts Receivable 3. 000- . 
Notes Receivable Be 500 
Reserve for Se laa ey Accounts So Siege Ss dak 
Merchandise Inventory (May 31) | ASE’ 20. eee Sy000. 
Furniture and Fixtures 1 ESTES Ren ei Se aPC 
Reserve for Depr. of F. & Fy eh RAG Fp Se MI eee on 
‘Building ; ee ABE BOO aes 


Reserve for Depr. of Build ding 
Accounts Payable © . 
Mortgage Payable — ve ae AN 
Daa Mann; Capital «9 aS ae Ge a 
Jin Mann, Personal EY 3 Ae bate aint ae 8, 8 
Sales é | AED 2 OT Sn ate tear HEAT 
Sales Returns and ‘Allowances jhe AN REN ORS 
_ Purchases . ie acs Tin 82) 
_ Freight and C,rteage In | Poa sO 
Bey gee s ! 300 
Be General Expenses | ee fa 156 


~10= 


Trial Balance of Jin} Mann (Cont'd. ) 


8 63 
7 St 


a 


ae 
a Beas: Weeenatsac inventory June 30 2,400. 
Ears) Depreciation, building (30, furniture and fixtures (10, 
(Cc) Reserve for Uncollectible Accounts to be increased to 1% of 
all receivables. | 
6 AD): Unexpired insurance is ‘110. Ab 
Bn) OF the Rent Income, one-third is earned in the current month, 
ae Taxes Accrued ‘80. Athenee | 
— (G) Mortgage 4 interest accrued for month 30. 
(H) Interest accrued on. notes receivable 610. 


36 ite 


Merchandise Inventory ) ey Ae em ee) 
Purchases sie . 
- To record closing inventory and remove 
asset elenent fron Purchases, 
pene eratiew (arse) 
Reserve for Depreciation of F. & Ba 


Reserve for Depreciation of Building 
Estimated doprociation for the nonth of: 


June, pie Hae 
(Cc) 
Uncdliectible: Accounts 
. ‘Reserve for Uncollectibie Accounts ope: 
Estimated loss 1% of ::10,500 recéivables 
less GhO sae balance in “O 
Seon Rs D) ane 
Prepaid Insurance | : WAR ae, 
Insurance | LLON 00n 
-- To record unexpired insurance preniun iaiais Oe ae i : 
ae at June 30, 19--. 3 
4) 
“Rent eet ae a ORE i SR 
Unearned Rent noone <a \ 
To defer rent fea erh as in- advance. 


Ae wed my 
- - , 


Taxes 
Acerued Taxes Payable 
- Taxes accrued for the month of 


BN. War bla ey se by Fey 2A yh vt Sea E YT Rue nll Ms MBIA co AEE, Aye ae eae vii 
Re Po Ne 2 ae NG ea ae OR eS na 
eee: interest Expense ; Ga AON) hae Sweet 0: 00 Shi 
Accrucd I,terest Payable MN Ey ae aie anh hae 
interest ,cerued on nortgage for month | 
OP Furie 5 LG ami 8 sa lee an ete ei ata 
Accrued Interest Receivable mae Ca Sic ot a 
_ Interest Income “Ayaan hg nytt oe Ualkl ace brs aU oa a 
Interest Accrued on notes receivable for — Ree eer seer ee: 


period ending June 30, 19--, 


For reference, adjusting entries may be keyed with lotters or nunkers, — 
_ transfer of opening inventory and. freight to Purchases and the transfe 
returns qnd allowances to Sales will te trented as closing entrics. 


i 
ay 


8. THE WORK SHEET x 


After determining adjusting entries to he made, the procedure may vary. 
the books are to be formally closed, adjusting entrics are made in the 
and posted to the general ledger as a preliminary step in the closing p 
_ After these entries are posted, an adjusted trial balance ean “e taken 
consists of account balances that are. either. real or nominal and reflect 
_ data essertial to the preparation of a balance sheet and profit and loss s° 
- ment. Uncer this plan, the next step would be to prepare the closing jo 
_-—s entries, a subject that will be taken up later, ANE Seba aanee 


__- But suppose that it is desired to prepare final statements before forme 
_justing and closing the books. Then the adjusting entries may be set up. 
sheet of paper as illustrated and their effect shown on o work sheet sini 
to that given on page 14. When a work sheet is used in this manner, ear 
_ justment should be keyed with a figure or letter to show at a glance the 
related debits and credits. | Abbett a te 


” Lhe 


A work sheet is used as an aid in closing the bosks ana preparing staten 
and to test the accuracy of the bookkeeping records.” The fotndation of 
work sheet is the pre-closing trial balance of the ledger accounts which 
shown in the first pair of money columns, The second pair of colunns e¢. 
the adjusting entries, The adjusted trial balance,.which appoars. in. the 

_ pair of columns, is obtained by combining the values of the pre-closin 

_ balance with those shown in the adjustments columns, Needless to sa 

@ adjusted trial balance is similar in every respect to one taken from 
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of account after posting adjusting journal entries. After the work sheet is 
prepared to show the adjusted trial balance, the only problem that remains is 
to extend the nominal elements into the profit and loss columns and the real 
elements to the balance sheet columns, The arrangement of nominal and real 
walues in preparing statements will be considered in the following text. 


Although statements can be prepared at any time adjusting data are available by 
using a work sheet, it must be borne in mind that this does not obviate the 
necessity of entering end posting the adjusting and closing entries at the end 
of a fiscal pericd. . After a work sheet has been prepared, the columns for ac- 
justments may be used as a guide in making the adjusting entries in the journal, 
and the profit and loss columns are an aid in preparing closing entries. The 
real accounts that remain open in the ledger after posting should agree with 
the amounts in the balance sheet columns of the work sheet which, in effect, is 
equivalent to a post-closing trial balance, 


The advantages of using a work sheet may he summed up »vriefly as follows: 

(1) the adjusting procedure is less difficult because the work sheet provides 
the bookkeeper with a picture of the ledger accounts; (2) the mechanical ac- - 
curacy of the books is verified before the formal journal entries are made-- 
there is less possibility of incorporating into the bocks errors which will 
subsequently require correction; (3) the preparation of final statements is 
facilitated, 
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